Abstract
Z t = (GDS t , INF t , ASI t , MCAP t , VTRANS t , BDEF t )
Where: and budget deficit (BDEF) are 2606.42, 21.72, 11742.88, 2264.88, 29124.76 and -184762.7 respectively. Evidently, the values indicate that the variables under focus tend to exhibit variation in terms of magnitude, suggesting that estimation at levels may introduce some bias in the results. Also, the Jarque-Bera statistics reject the null hypothesis of normal distribution for inflation rate, All-share index, market capitalization, volume of transactions and budget deficits. On the contrary, the null hypothesis of normal distribution is accepted for value of government stock. 
Insert

4.1Testing for stationarity
It has been established in the literature that most time series variables are non-stationary and utilizing such nonstationary variables in empirical estimations might lead to spurious results and misleading policy prescriptions (Granger and Newbold, 1977) . Hence, the time series data for all variables in the model are tested to determine their stationarity status, using the Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) tests. The essence of the ADF test is the null hypothesis of non-stationarity. To reject this, the ADF statistics must be more than the critical values and be significant. The Phillips-Perron test, on the other hand, is a robust test for serial correlation and time-dependent heteroscedasticities. The asterisk (*) denotes rejection of the unit root hypothesis at 1 percent level of significance.
The ADF statistics were generated with a test for a random walk against stationary AR(1) with drift and trend with maximum lag of 1, while the PP test on the other hand, uses the automatic bandwith selection technique of NeweyWest. 
Insert
Short-run Dynamic Adjustments
Following the Granger representation theorem, if a cointegrating relationship exists among a set of I(1) series, then a dynamic error-correction representation of the data also exists. Therefore, the following error correction model (ECM)
exists for a cointegrating vector (GDS t , INF t , ASI t , MCAP t , VTRANS t , BDEF t ) : Business and Social Science Vol 4, No 1, 2015 ISSN:2147-4478 38 Where, is the coefficient of the error correction term (ECT).
Thus, the Vector Error Correction Model (VECM), which indicates the short-run dynamics of the model, is tested.
Essentially, the ECM captures the short-run and long-run relations between the variables under consideration.
Specifically, the short-run dynamics are captured by the individual coefficients of the differenced terms as contained in table 4.
Insert Table IV Here
The results of the ECM in table 4 indicate the presence of error correction terms for inflation rate, All-share index, market capitalization and volume of transactions, displaying the appropriate (negative) sign. However, only the value of inflation rate, All-share index and market capitalization are highly significant, indicating that about 42 percent of the previous disequilibrium has been removed in the present period for market capitalization. The coefficients of ECM for government stock (GDS) and budget deficits (BDEF) are positive, suggesting that the strong short-run dynamics may have partly offset the effect of ECM term (Dutt and Ghosh, 1996) .
Parameter Stability Test and Impulse Response Analysis
The stability of the parameters in the short-run stock investors' portfolio model is examined using the plots of the cumulative sum of the residuals (CUSUM) and the cumulative sum of squares of recursive residuals (CUSUMsq). The results from the two tests are provided in figures 1A and 1B. Essentially, the existence of parameter instability is established if the CUSUM and CUSUMsq go outside the limit bands represented by the two critical (dotted) lines.
From the graphs presented in figures 1A and B, both CUSUM and CUSUMsq remain within the 5 percent critical lines, indicating parameter stability throughout the sample period of the study. Business and Social Science Vol 4, No 1, 2015 ISSN:2147-4478 Source: Author's Computation
In order to further examine the short-run dynamic properties of stock investors' portfolio, we further supplement our results thus far by the forecast error variance decomposition (FEVD) and the impulse response (IR) analysis. FEVD provides the proportion of the movements in the dependent variables that are due to their "own" shocks, versus shocks to the other variables.
Insert Table 5 Here Table 5 provides the FEVD estimates. From the estimates, we observe that the forecast error variance of stock investors portfolio (proxy by government stocks, GDS) by own innovations in the first year are about 100 percent. The innovations of inflation rate, All-share index, market capitalization, volume of transactions and budget deficits in this period was zero percent, an indication that the shocks of these other variables were insignificant on stock investors' portfolio. Own shock variations ranged from 82.9 percent to 100 percent. The innovations of inflation, which accounts for the forecast error variance of stock investor's portfolio, ranged from zero to 4.5 percent over the ten-year period, while the innovations of All-share index, market capitalization, volume of transactions and budget deficits ranged from 0-6.3%, 0-5.5%, 0-1.8% and 0-0.5%, respectively.
The import of the FEVD results above is that the predominant sources of fluctuations in stock investors' portfolio are due largely to own shocks and, to a lesser degree, to other variables. Table 6 provides estimates from the impulse response function of stock investors' portfolio as against its "own shocks" and the shocks of inflation rate, All-share index, market capitalization, volume of transactions and budget deficits over the ten-year period. The result indicates that stock investors' portfolio (i.e, GDS) had a positive relationship with its past throughout the ten-year period. Similarly, in its response to the shocks of inflation rate, market capitalization and budget deficits, there was a positive relationship for the ten-year period. Conversely, in its response to the shocks of All-share index and volume of transactions, there was a long-run negative relationship between them. Overall, the trend over the ten-year period from both the variance decomposition and impulse response function figures is suggestive of the direction of causality being from stock prices to inflation rather than the other way round.
Insert Table VI Here
Causality Test Results
Essentially, the pair-wise granger causality test evaluates the null hypothesis that a particular variable of the model does not granger cause another variable. As Granger (1988) noted, if there is a cointegrating vector between inflation rate and government stocks, then there is causality among the variables, at least, in one direction. 
Conclusion and Policy Implication
The main objective of this study is to empirically investigate the relationship between stock returns and inflation within the context of reverse causality hypothesis in Nigeria for the period 1980 -2011. We tested the stock returnsinflation nexus and the results suggest stock returns granger causes inflation in Nigeria, within the period under focus.
Similarly, there is a unidirectional causality from stock return to All-share index, and volume off transaction. In addition, empirical evidence from the Forecast Error Variance Decomposition (FEVD) and Impulse Response analysis tend to lend further support to the direction of causality, being from stock returns to inflation, rather than the other way round. Furthermore, the empirical results also tend to confirm the poor inflation hedge characteristics of stocks in Nigeria, just as it has been observed in some previous studies conducted in developed and emerging market economies.
The policy implications of our results are obvious. First, if the Nigerian government wishes to generate additional economic growth through the stock market, appropriate mix of tight monetary and fiscal policies should be put in place to minimize speculative activities and the cascading effects of major stock market development variable, namely inflation. Such tight measures would leave the individuals with less money to buy stocks or goods, but promote responsible government spending. Such efforts should be complemented by augmenting domestic production through the provision of appropriate incentives (such as the provision of inexpensive bank credit) aimed at boosting investment.
The Nigerian government should accord this findings some serious considerations in order to ensure that the stock market in Nigeria effectively plays its pivotal role of promoting growth and development of the Nigerian economy with a view to realizing the vision of making the economy one of the 20 leading economies by 2020. Source: Authors' computation using E -Views 7.0 Note: * indicates that the variables are significant at 1 percent level.
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